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PUBLISHER’S NOTE. 

Mr. Basil Blackwell regrets that increased costs make it necessary to 
raise the subscription to the Bulletin to 22/6d for 17 issues. New Sub- 
scribers will be charged at the new rate immediately. Existing subscrip- 
tions will be allowed to expire and the new rate will apply to the renewal 
of the subscription. Subscribers will be notified as usual when their 
subscriptions expire and are asked to renew promptly, otherwise an un- 
broken series cannot be assured as the limitation of paper supplies restricts 
the number of copies printed. Single copies, when available, will cost 
2/6d. 


PROBLEMS OF COAL PRODUCTION. 


The coal crisis which led to the issue of the White Paper on Coal! 
and the reorganisation of the coal industry arose cumulatively from 
both the sphere of production and of consumption. A Government 
spokesman said on March 17, 1942. ‘There has been a great deal of 
propaganda in which people have been urged to burn less coal, turn off 
the light and so on. Such exhortations no doubt have their place in 
war-time policy, but I believe that what the nation and this House want 
is that the Government to-day should not confine themselves to exhorta- 
tions and propaganda but should take firm and equitable decisions and 
should enforce them. If the House does not lke such decisions, then 
it can change the Minister. I believe that the time has come when we 
shall say what shall be done and not merely what we beg people occasion- 
ally not to forget to do. His Majesty’s Government, therefore, have 
decided that a comprehensive scheme of fuel ratiuning shall be intro- 
duced as soon as possible.’ (Mr. Dalton, Hansard, col. 1441) oe 

On April 19, 1942, Sir William Beveridge reported on Fuel Rationing 
with a view to saving 10 million tons of coal a year *. He pointed out 
that ‘the vital need now is for a decision one way or another.’ The 
Rationing Scheme embodied in the White Paper differs only in minor 

1C. M. D. 6364, June 3, 1942. 2 Fuel Rationing, C.M.D. 6352. 
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details from the scheme put forward by Sir William Beveridge (notably 
par. 16: ‘if a household satisfies the local fuel overseer that his previous 
consumption was not unduly high, it will not be cut down by more than 
334%’, and in the method of collecting coupons.) The resistance which 
arose in connection with the rationing scheme, however, induced the 
Government to state that ‘ it is not essential that this (rationing) scheme 
should be introduced forthwith.’ A new campaign is therefore to start 
to induce the public to cut down consumption voluntarily, initiated by 
the Government. It is now suggested that the saving in domestic coal 
consumption need not be higher than 6 million tons. The extra 4 
million tons are apparently to be economised by methods outlined in 
par. 23i: ‘through improved methods of fuel consumption,’ 11: ‘by 
the introduction of the allocation of coal to industry similar to that for 
allocating raw materials.’ It is to be hoped that this saving will not 
be achieved by a decrease in munitions output requiring supernormal 
fuel consumption. “Considering the acknowledged failure to achieve 
substantial economies by means of appeals, the decision of the Govern- 
ment is regrettable. 

The decline in production from pre-war can be estimated at roughly 
50 million tons of coal.? 


TABLE I. 


Balance of Workers in the Coal Industry since war broke out. 
1. Loss of workers from September 1939 up to June 1941 ~—over 70,000? 
2. Gains since June 1941 : 
Of 104,000? ex-miners registered on July 17 and 18, 1941, 


there were placed in employment 30,0007 
Released from the Army, Spring 1942 6,600 
Released from R.A.F., Spring 1942 1,300 
Transferred from industry 3,500 

Total gains since June, 1941 41,400 


3. Losses since June 1941 


Retirement, etc. July 1941—December 1941 13,000? 
Estimated retirement first six months 1942 12,500 
Total estimated loss July 1941—June 1942 25,500 
4. Net estimated gains since June 1941 (2 minus 3) 15,900 


5. Net estimated loss as compared with pre-war (1 minus 4) over 54,100 


1 Economist, April 11, 1942. 

* Select Committee 3rd Report, Session 1941/2, p. 4. According to M 
‘over 80,000 of the youngest and strongest men have gone into Beate ee 
since war began.’ (House of Commons, March 17, 1942, Col. 1355.) The discre- 
pancy is made up from among unemployed miners. 

® ibid. and Sir J. Anderson, House of Commons, June 10, 1942, Col. 1083. 
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LABouR PROBLEMS 


The manpower problem of the coal-mining industry has two inter- 
connected causes. First the number of workers has declined by some 
50,000 net as compared with the pre-war position. Secondly the pro- 
ductivity per worker employed in the industry declined partly in con- 
sequence of the loss of manpower which inevitably changed the ratio of 
‘ productive ’ coalgetters to ‘ overhead ’ labour and partly because of the 
general deterioration of the quality of labour due to (a) general war 
conditions and (b) the high proportion in the total decline of the number 
of young workers. 

The second cause on the labour side for the loss in productivity 
has only recently made itself felt. Output per coal face worker has 
been fully maintained up to the spring of 1942.1 There was only a very 
slight decrease in the last few months ; 2.89 tons per shift per person at 
the face as against 2.94 tons in the average of 1941 or less than 2 per cent. ; 
there has been a fall in output per shift per total number employed of 
roughly 8% as compared with pre-war.? 

The percentage of absenteeism has increased from 6.34% in the year 
ending March 31, 1939, to 9.46%, but in view of the fact that not less 
than 40% of the men are over 40 years of age and 20% are over 50 years 
of age® this would not be surprising even if it had not been stated offii- 
cially that shifts per week at 5.66 represent a record in the industry. 
Industrial fatigue must, to a considerable part, explain the increase in 
absenteeism. There was some actual loss of income resulting from the 
retransfer of miners from industries where working conditions were 
more pleasant. Though mining wages have increased considerably,‘ they 
remain relatively low, especially if the exceptional hardness of working 
conditions is remembered. This explains some of the trouble in the 
coalfields. As long as miners could not easily get other jobs, in 
peace time, these drawbacks could not deplete the industry of 
its workers ; in war, however, better paid jobs and more congenial ones 
could easily be secured and were secured by those who were not pre- 

1 Mr. Grenfell, House of Commons, 17 March 1942. Col. 1359. 

2 The Director of the Mining Association of Great Britain in a letter to the Econo- 
mist (April 25, 1942) quoted certain figures, ‘as regards the effect of Government 
control on output and efficiency the following figures of output of saleable coal per 
shift on the last occasion should convey a warning. As compared with the figures of 
19.41 cwts.in 1916, which was in the last year before the control, thefigures in they ears 
of control were 19.08, 17.23, 14.96 and 14.36 cwts.’ These figures are affected not 
only by the introduction of the 7 hour day in the last 2 years, as Mr. E. A. Lee acknow- 
ledges, but as both Mr. Lee and Mr. Colegate (letter to The Times, May 30, 1942) 
should remember, also by the general deterioration of manpower in the industry. 
If the first two post-war years are omitted, as they should be, on account of the rising 
temper of the miners, and the Appendices of the Sankey Report (Coal Industry 
Commission, Vol. 3, C.M.D. 631, 1919) are investigated, it is found that while the 
output per underground worker declined by 9.5%, the output per worker at the 
coal face declined only by 2.2%. This is fully accounted for by the factor under 
discussion and by the substitution of juveniles and women for men called up for 
military service. Indeed, these figures are a remarkable testimony to the success of 
the state control of mining, which in spite of the tremendous drain on the best man- 
power and the inevitable deleterious results of war time strain and deficiency in war 
time feeding was able to maintain output at the face. (Cf. Appendix 19, p. 28, and 
Appendix 28, p. 57), j 

3 Absenteeism: House of Commons, June 9, 1942, Col. 945. Ageing : House of 
Commons, May 7, 1942, Col. 1459. } 

4 by 42% from 1938 to 1941 ; cf. Bulletin Vol. 3, No. 17, A. L. Bowley ; Relative 
Wages and Earnings in Ditferent Occupations. 
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vented from doing so by the Essential Work and other Orders, including 
the Restriction on Engagement Order and Directions.* The Govern- 
ment now proposes to establish a system by which ‘ questions of wages 
and conditions in the mining industry would be dealt with on a national 
basis ’ and by ‘a properly constituted national body.’? The claim of the 
Miners’ Federation for a minimum wage of £4 5s. od. per week and an 
increase of wages of 4/- per shift per men and 2/- per shift for workers 
under 18 was referred to the National Inquiry Committee. 

The Government and the Industry accepted the recommendation of 
the Committee which went some way to granting these claims. The 
proposed national minimum wage is 83/- per week for underground and 
48/- per week for surface workers. A flat rate increase of 2/6 per shift 
is granted for underground workers over 18 and all workers over 21, 
Others receive advances from 1/3 to 2/3 per shift. The cost of this wage- 
increase is roughly £234 millions. The main grievance of the miners is 
certainly alleviated. But it is to be feared that this alleviation is only 
temporary. 


INDUSTRIAL ORGANISATION AND OUTPUT 


On the organisation side the problem was dominated by the extreme 
reluctance of the Government to reorganise effectively the coalmining 
industry.? 

The structure of the coal mining industry remained much as or- 
ganised by the Coal Mines Act of 1930 and its Amendments.* 

The size of coal mines is extremely varied (see Table II). Whilst no 
statistical material is available which would show the variations in the 
natural richness of mines within districts, the variations in the output 
per worker between districts from 19.53 cwts. in District No. 9 (Cumber- 
land, North Wales, South Staffordshire, Shropshire, Bristol, Forest of 
Dean, Somerset and Kent) and 28.24 cwts. in District No. 6 (North Derby- 
shire and Nottinghamshire) show that even if the increase of productivity 
due to full employment in the mines which are retained is not taken into 
account, the shift of workers from richer and more easily worked mines 
would yield substantial results.® 


TABLE IT. 


Size of Coal-mines according to numbers employed, 1913—1935 
No. of persons employed Under 30 31-100 101-500 501-1000 Overi,000 Total 
Number of mines in 1913 = 1,006 486 1,170 422 183 3,267 
Number of mines in 1935 911 187 527 282 168 2,075 


There is, however, no incentive for the owners to concentrate produc- 
tion. According to the National Council of Labour® there are 1,134 


+ The Essential Work Order as applied to coalmining did not attach miners to pits 


and the Government has not used its powers of directing labour to enforce a rational 
distribution of the labour force. 


2 Cmd. 6364, par. 20. 
* Cf. Cmd. 6364, par. 14, _‘ For this purpose no farreaching new powers will be 
required in addition to the wide powers already available under the Defence Regula- 


tions. What is needed is, not so much fresh powers, as machinery to enable those powers 
to be exercised effectively (my italics).’ 


* Cf. BuLtetin Vol. 3, No.9; A. W. T. Ellis and D. B. Halpern, ‘ War-time Re- 
organisation of the Coal Industry.’ 


5 Cmd. 6104, Coal Mining Industrial Quarterly St tistic il 
Quarter ending 30th June, 1939. 2 N Sota) | elk Abboud 


* The Mining Industry, February 1942. 
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colliery companies operating some 1,900 coal mines. It would be 
directly contrary to the interests of the owners of mines to shut some 
down, especially as maintenance costs are high. At the same time the 
uncontrolled shutting down of mines might imperil neighbouring mines. 
These facts alone would seem to necessitate some national control of 
the industry. 

Even within the same mine some seams yield very varied amounts of 
coal per man employed as has been shown by several industrial disputes 
when men protested against being transferred to poorer coal faces. 
The operation of the 100°, E.P.T., which hits mines with full force, 
as they were excluded from the new regulations concerning ‘wasting 
assets,’ renders the working of the richer coal seams less attractive to 
owners than those with lower output. It also encourages development 
work not strictly necessary to maintain or increase present output. 
The control over necessary materials is insufficient to check this mis- 
direction of the national effort. 

Provision seems to have been made before the war in each of the mining 
districts for a Coal Supplies Officer, but as in other controls, in most 
cases this officer was appointed on the advice of the executive Board of 
the district, (i.e. of the organ, to which the administration of the restric- 
tive monopoly had been entrusted by the Act of 1930). It seems that 
‘in virtually every case the independent chairman (i.e., independent 
as regards any one owner) was appointed and while acting as Coal Sup- 
plies Officer he has retained his position under the district selling scheme, 
and has been wholly remunerated by the owners. The Coal Supplies 
Officers have powers to give instructions to individual mines about the 
disposal of their coal, and even to requisition coal if need be, but it is 
hardly surprising, in the circumstances, that these powers have been 
only rarely and ineffectively used.’! 

In consequence, in spite of the attempt of the Mines Department to 
standardise coal output, the quality of the coal deteriorated, the amount 
of stony matter increased, thus further adding to the burdens of the rail- 
road and complicating war production. 

The Mine Workers’ Federation and the National Council of Labour? 
have propounded a scheme to reorganise the industry. According to_ 
this a Coal Board was to be established, composed of the representatives 
of the vested interests, both Labour and Capital, and of the Government. 

The Government Scheme seems to be an advance on this proposal. 
It provides for a Coal Control by a new Ministry of Fuel over the opera- 
tions of all mines, and the allocation of the coal. The Ministry exercises 
its powers through a Controller, and three directors (production, 
labour, transport and distribution) are to be appointed. Both national 
and regional advisory committees are to be established under the title 
of National (or Regional) Coal Boards. The National Coal Board is to 
consist, apart from the Minister and the Controller General, of the Vice- 
Chairmen of the Regional Coal Boards (i.e. representatives of the owners 
and miners), of managers and pit technicians, the coal trade and the 
consumers. Its advice can be disregarded by the Ministry. The 
Regional Coal Boards consist only of owners, miners, managers and 


1 Economist, April 11, 1942. 2 The Ministry of Industry, February LO. — 
3 Jt is noteworthy that it was a Labour Ieader, Mr. Lawson, who protested against 
the concentration of production. (House of Commons June Pi LOYD IG Oloul soca 
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technicians.!. The Controller is to exercise full powers over the coal 
mines in his region. Yet the management of the pits will be left, as 
it is to-day, in the hands of the managers, who will continue 
to be the servants of the owners, though subject to removal at the 
instance of the controller, . . "2. The owners appoint for each under- 
taking a manager who is to work under the controller. 

The mines will not be financially pooled so as to eliminate the finan- 
cial interests of the owners which often conflict with the demands for 
maximum production. The Coal Mines (War Levy Scheme), however, 
provides a means for dealing with the situation by direct compensation.® 
It is probable that the statement ‘ it is intended . . . to introduce no 
fundamental alteration in the financial structure of the industry,’ is to 
be read in this light. 

However patriotic they are, managers, as long as they remain servants 
of the owners, are unlikely to be able to do positively their utmost to con- 
tribute to the success of the scheme, although they will undoubtedly 
refrain negatively from doing anything which may injure it. In spite 
of the announcemem of the Government that the control is to remain in 
operation until Parliament otherwise determines, it is clear that both 
owners and men will be influenced by post-war considerations. No 
man can serve two masters, as has been shown in many other respects in 
the British war economic system, and this is what the scheme proposes to 
do, unless mine owners are to be appointed controllers. The Government 
itself recognised this weakness of the scheme. Mr. Dalton promised 
a reconsideration of the arrangement if it proves inimical to ‘ full 
operational control’ by the Government. * Post-war uncertainties, 
however, will not merely be a potent source of disturbance on the 
management side, it will equally dampen any enthusiasm which the 
miners might feel for the new scheme. Without enthusiasm the ruthless 
shift of workers to the more productive mines, the elimination of ab- 
senteeism and their full co-operation in increasing production, which 
are the main pre-requisites for, the success of the Government scheme 
will hardly be obtained.® 

Under these circumstances it is difficult to regard the proposals as 
more than preliminary step towards a full solution. Both the regula- 
tion of coal consumption and the reorganisation of coal production 
remain unsolved.® 


T. BALOGH. 


1 The proportion of each class has not been determined (cf. Sir S. Cripps, House of 
Commons, June 11, 1942, Col. 1341). 

2 Cmd. 6364, par. 16 E. 

* Mr. Dalton announced that the administration of the levy will be taken over by 
the new Ministry. 

4 Mr. Dalton, House of Commons, June 11, 1942, Col. 1279. 

!5 The White Paper does not contain any proposal as to the reorganisation of coal 
distribution on the lines proposed by the 8th Report of the Select Committee, 
Session 1940/41, even though it is recognised that such reorganisation is one of the 
most important aspects of the coal problem. 

® The creation of a Ministry of Fuel which will enable a central co-ordination and 
planning of all sources of energy is certainly a step forward. According to the Select 
Committee (9th Report, Session 1939/40 and 8th Report, Session 1940/1) The Miners 
Department was neither informed of probable future demands, nor was its advice 
asked with respect to the location of new industry. There was also insufficient 
liaison between the Department and the Electricity Commissioners. 
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THE EMPLOYMENT OF MARRIED WOMEN. 


_ Government measures for reducing the numbers of women occupied 
in private households are of a two-fold character : Theyaim at improving 
the conditions of the working woman and at relieving the housewife from 
some of her home duties. Efforts so far made in both directions have 
achieved some degree of success. Data compiled by the Ministry of 
Labour indicate that in January 1942 about 19% of the 490,000 married 
women aged 35 and 36 years were employed full time and about 5% 
part-time. The number has been doubled as compared with 1931 and 
the proportion in June 1942 is probably still higher. If we assume a 
similar increase in the proportion of occupied married women of other 
age groups we arrive at a figure of about 600,000 married women who 
took up full-time and 400,000 married women who took up part-time 
work since September 1939. (The proportion of married women in paid 
occupations varied slightly during 1911 —1931 and probably did not alter 
much between 193I—1939). It is, therefore, doubtful whether many 
more than one million of the married women at present working at home 
(i.e. the equivalent of the number which entered employment in the last 
two years) could be considered as a “ labour reserve,” although a larger 
number might perhaps come forward, particularly for part-time employ- 
ment, if conditions of work both at home and in industry were im- 
proved. 

Mr. Churchill put forward some proposals in December 1941 for 
simplifying the work of the housewife (‘‘ Box and Cox’ arrangements, 
etc.) ; practical difficulties probably arose to prevent the scheme from 
being implemented as no steps have been undertaken by the Govern- 
ment in that direction. The measures which have been adopted are 
designed almost entirely for the relief of young mothers, for example, 
the provision of day and night nurseries. The number of children in 
Great Britain aged 2—-5 years, however, does not exceed 2 million, and 
affects only about 20% of married women.!' Day nurseries will enable 
only a certain number of them to work in industry, as the mother with 
the responsibility of a large family will still tend to keep her children at 
home since she will in any case be unable to take up part-time work. 
Full use is not at present being made of existing nurseries and nursery- 
classes, which are only used up to 52% of full intake capacity.2 The 
Select Committee on National Expenditure (VIIth Report, 194142 
Session) believes that this is chiefly due to the fact that nurseries are 
not situated conveniently near factories or the homes of the mothers, 
and only partly to the fact that demand for women workers in some 
areas has not yet fully developed. It might also be, however, that the 
provision of nurseries is not related to the size of families in a given 
district, and that therefore, apart from the reasons stated above, some 
nurseries are overcrowded whereas others in the same area have vacan- 
cies. 


1 The Ministry of Health have set a general standard of staffing in the ratio of 
one to every five children in day nurseries. Experience in Manchester showed 
(letter of Lady Simon to the ‘ Manchester Guardian ’, 8th May 1942) that if children 
from one month to five years are accepted the ratio is one to three children, if from 
2—5 years one to fifteen children. Only one-third of the mothers who have children 
in day nurseries in Manchester are working, mostly full time. : 

2 Miss Horsbrough, the Parliamentary Secretary of the Ministry of Health, in the 
House of Commons (The Times, 6th March, 1942). 
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According to the Census of Population, England and Wales, 1931, 
46% of the total number of private families* consisted of 2—3 persons ; 
76°, of these contained one married couple and only 25°%, of these normal 
families had children below the age of ten. The Registrar General 
estimated the total number of private families (i.e. households) in 1941 
in England and Wales at 11,150,000, of which 5,542,000 (i.e. 49.7%) 
consisted of only 2 or 3 persons in the family. On the basis of the 
193I percentages we may assume that about 4,200,000 of these house- 
holds contained a married couple, and that only about one million of 
these normal families had children below the age of ten years. It is 
probable, therefore, that nursery facilities have no effect on about 
3,000,000 of those married women who have only one or two persons to 
look after, and who might more easily be available for industrial work 
than young mothers who have the care of large families. 

It seems that the importance of nurseries has perhaps been somewhat 
overemphasised, and that other household duties, mainly cooking, 
cleaning and laundering are more likely to prevent married women 
from taking up part-time work than is the care of children. It is 
possible that the creation of communal domestic and laundry services 
might help a great deal without disturbing family life, and might be 
more in line with the evolution of modern households, which in some 
countries is characterised by a change-over from the domestic to a 
commercial basis (e.g. the gradual disappearance of private launderers, 
dressmakers in wealthier households). The relatively lower standard 
of hygiene in some working class households suggests to some extent 
that the working class housewife is overburdened with work already at 
hand, and would find it impossible to take up part-time work in addition. 
An analysis into the conditions which enabled a considerable number of 
housewives to take up work in peace time’, and into the differences as 
shown by Table I would perhaps be useful if a further drawing in of 
women with household duties should be considered. 


TABLE I 
Percentage of Occupied Married Females to all Married Females. 
1921 1931 
England and Wales es 9.1 10.4 
Scotland... bos as 4.8 6.4 
Great Britain Als Se 8.7 10.0 


It should be pointed out that among the 11,000,000 unoccupied 
women, mentioned by Mr. Churchill, the great majority have been 
previously employed (about 300,000 women leave employment annually, 
according to Health Insurance Statistics) and have qualifications useful 
to the war effort ; experienced nurses, civil servants, teachers, and 
above all inaustrial workers are among them. 

The measures adopted for improving conditions of work for married 
women, for example income-tax concessions, the exclusion of part-time 
employment from the operation of the Unemployment Insurance 

+ The Census Term ‘ private family ’ applies ordinarily to the private domestic 
household inclusive of resident indoor servants. 

3 Census of Population, England and Wales 1931, Housing. 

* 33% of the total number of married women in occupations in 1931 in Great 


Britain were textile workers and makers of textile goods, another 32% were engaged 
in personal service. > 
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Acts and the Essential Work (General Provision) Order, and assured 
leave of absence when husbands come home on leave, have made 
industrial work more attractive for women who have hitherto been 
unoccupied. There still remain, however, numerous and fundamental 
grievances to be remedied, in particular with regard to the sufficiency 
of wages for female work. 


H. FRANKEL. 


COSTS AND PRICES IN GOVERNMENT CONTRACTS 


In two recent articles in the BuLLETIN? Mr. Kalecki discussed the 
relation between the incentive to achieve greater efficiency of production 
provided by greater profits and the Excess Profits Tax. He mentioned 
that, with the present E.P.T. there are still two incentives to increased 
efficiency ; in the first place there is the 20°/, post-war credit which 
increases as total profits increase, and secondly firms will still try to 
increase profits beyond the ‘standard’ profit level, because in future 
years where the firm may fail to reach the standard the deficiency will 
be reimbursed. He argued, however, that, when labour is scarce, these 
incentives are too weak to encourage firms to carry out the reorganisation 
of production needed to increase output. Furthermore, if profit 
margins were in general so high as to make the achievement of ‘ standard’ 
profits relatively easy, it would be necessary, in order to restore the 
profit motive as a powerful incentive to efficiency, to establish a prin- 
ciple of low profit margins, so that firms would have to make the fullest 
use of their capacity if they wished to reach the ‘ standard’ level.? In 
this article we shall first discuss the general problem of incentives to 
efficiency in the light of data provided in the Auditor General’s Report 
on the Civil Appropriation Accounts (Unclassified Votes), 1940, and then 
examine some of administrative problems of price-fixing and costing 
upon which the whole success of the profit incentive depends. 


1 In some circumstances slightly higher wage rates for part-time as compared with 
full-time work would be indicated (see the experience of the retail stores of Messrs. 
Lewis’s, Manchester Guardian, 11th June 1942) as travelling expenses and payment of 
small sums to neighbours for help in domestic work do not increase proportionately 
when working full time, while on the other hand the productivity of part-timers is 
higher than that of full-time workers. 

2 Vol. 4, No. 2, p. 40 and No. 5, p. 114. 

3 It would seem that the experience of the last war with regard to incentives has 
not been fully assimilated by the Supply Departments. The following quotations 
from E.M.H. Lloyd ‘ Experiments in State Control’ (pp. 359—60) can be applied 
without alteration to the present situation. ‘In the first place the costing system 
was so devised that it still paid the manufacturer to strive for economy and effi- 
ciency.’ Lloyd shows how in certain cases fixed prices were re-adjusted downwards 
whenever firms brought costs below the estimated level. ‘It is, indeed, arguable 
that this method of restricting profits was more favourable to efficiency than un- 
restricted profiteering would have been. It is a familiar observation that a farmer 
is inclined to take things easy when he is prosperous, works harder when the landowner 
raises his rent. The same economic law applies to a certain class of manufacturer. 
Before the war many old family firms which had for years been yielding handsome 
dividends were being conducted on old-fashioned and inefficient lines. The wealthy 
descendants of the original entrepreneur found it too easy to make profits to bother 


about reducing costs ... Another uneconomical method of restricting profits is 
Excess Profits taxation. After the standard profit has been earned, any extrava- 
gance or inefficiency . . . merely diminishes the amount taken by the Government 
in taxation...’ This last point, of course, is not necessarily true. Even 100% 


E.P.T. is compatible with efficiency if profit margins are low. 
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1. It should be emphasised at the outset that the data given by the 
Auditor General in this Report are illustrations of particular phenomena, 
and that, for example, the statement that a particular firm ‘ made a 
profit of 20 per cent. on munitions production in the year ended August 
1940’ does not imply that all similar firms made such profits. Never- 
theless, if the dispersion of profits of different firms is at all normal, it 
is reasonable to suppose that the higher the extreme case, the higher 
is the general average. (There are, in fact, several cases of high profits, 
20°, or more, mentioned in the Report). 

The Report contains some 150 paragraphs, which are the Auditor 
General’s comments on various points raised by his examination of the 
Accounts, so that it is impossible in a short space to do more than 
assemble some of the most interesting relevant cases. Furthermore 
the type of contract, whether cost plus, fixed price, maximum price 
(with subsequent costing), varies and also different Ministries have 
different techniques of costing. The Ministry of Supply works on a 
system of ‘ post-costing,’ while the Admiralty and Ministry of Aircraft 
Production operate mainly on the basis of prices agreed prior to, or 
during the contract.? 

For many contracts for munitions, armoured fighting vehicles etc., 
the Ministry of Supply sets a maximum price which the final price must 
not exceed. The actual price paid is determined after the contract has 
been completed and a full cost investigation made. The price de- 
termined then covers actual incurred costs plus a ‘ reasonable’ profit. 
The ‘incentive’ question in such cases thus falls into two parts: (a) 
The maximum price must be set at such a low level that the actual price 
does not fall much below it, otherwise it ioses all significance, and (0), 
the determination of ‘ reasonable’ profit must be such as to stimulate 
efficient and rapid production. On (a) the Auditor General comments 
that ‘ there are still a number of cases in which the cost price has proved 
to be more than ro per cent. below the maximum price’ and for one 
large firm excesses over contract price varying from 31 to 64 per cent. 
of the maximum price were found, though apparently maximum prices 
now agreed with the firm provide safeguards against excessive costs. 
Another case quoted concerned the manufacture of ammunition where, 
while the costed price per unit fell between June 1939 and December 
1940 from 7s. 6d. to 6s. 44d. the maximum price rose from 7s. 11d. to 
gs. $d. over the same period, so that the ultimate check on waste 
afforded by the maximum price became progressively less effective. It 
is obvious that if costed prices are showing a falling tendency, maximum 
prices should at least follow them. 

The proper maximum price, however, should be set not in relation to, 
the most recent ‘costed’ price, but at a level which would not be exceeded if, 
in the course of the new contracts, the firm made fullest use of its equip- 
ment. Other evidence quoted in the Report suggests that a proper 
maximum price ought in many cases to have been lower than the most 
recent costed price. 

(d) Under the maximum price contract, the actual price paid is 
determined after an actual cost investigation, where all costs incurred 
are covered and a ‘reasonable’ profit is then added. Clearly the 


1 For a full account of Cost Investigation for Government Contracts see ‘ Account- 
ancy ’ April 1942, p. 113. ’ 
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determination of the ‘ reasonable’ profit is crucial. The only remark in 
the Report on this point is a short phrase ‘ The costings clause has 
generally enabled the Ministry to limit profits to a fair and reasonable 
rate in relation to capital employed...’ The Memorandum on 
Government Contracts and Price Fixing Procedure prepared by the 
Association of British Chambers of Commerce (March 1942) argues 
that the attempts to relate profit to capital employed place a premium 
on inefficiency since ‘ the lower the output, the higher the profit per 
article.’ If profit under those contracts is in general determined in this 
way it would seem that on both counts (a) and (b) the maximum price 
type of contract offers no incentive whatever to improved efficiency. 

While it is obvious that many contracts e.g. new types cannot be 
placed on a ‘fixed price’ basis, it is nevertheless widely urged (for 
example in the Memorandum quoted above) that this system should be 
used as extensively as possible. ‘ Tell us the price and we will finish 
the job.’ This argument is over-simplified, for it brings us back to the 
question whether the ultimate profit margins are so high as to make the 
earning of the E.P.T. standard relatively easy. Only if the ‘ fixed 
price ’ is set at such a level that the firm must strive to make the fullest 
use of its equipment will there be an adequate incentive.1_ Now there 
are two reasons why the cost of production per unit should tend to fall. 
First, as output increases, overheads are spread, and, moreover, various 
internal economies may be effected by contractors. Secondly as firms 
acquire experience, and the time element is all-important in war 
economics, the costs should tend to fall month by month. Two Tables 
from the Auditor General’s Report are remarkable illustrations of these 
two phenomena. The first applies to contracts for armoured fighting 
vehicles, the second to orders for ‘ a certain warlike store.’ 

TABLE I. 


Overhead Charges as a Percentage of Labour Costs 
(On Contract for A.F.V.s) 


Provisionally Allowed after 
allowed investigation 
Year Per Cent. Per Cent. 
1938 417 388 
1939 250 188 
1940 I 150 
oes ae not fixed 
(later 120) 
TABLE II. 
Fixed Price for certain Warlike Stores. 
Date of Order Number of Article Fixed Price (each) 
i 
1. November 1938 300 886 
2. July 1939 77 go8 
3. November 1939 500 g22 
4. July 1941 500 750 
5. December 1941 800 695 


1 It might be argued that firms will refuse to be ‘ squeezed’ in this way. If, 
however, firms refuse to accept contracts at prices considered adequate by the Minis- 
try, with full knowledge of costs, the Ministry has power to take over the control 
and operation of the firm. 
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When overheads or prices are falling as rapidly as these tables in- 
dicate it is obviously difficult to extrapolate accurately for the next 
contract, but it seems that there is a definite tendency to err on the side 
of overestimation with consequent loss of incentive. : 

Thus, although in theory ‘fixed price’ contracts do not require 
current costing, and their wide extension has been advocated on this 
ground,-the above examples show that the determination of the fixed 
price requires as detailed costing as in any other type of contract. It 
follows therefore that improvement in efficiency depends very much on 
improvement in costing. : 

Before considering the costing question, however, it may be relevant 
to quote some sentences from the Report for the Committee of Public 
Accounts (ordered to be printed July 1941, published November 1941) 
concerning an arrangement made by the Ministry of Supply for machine 
tool contracts. Certain difficulties were experienced in the early stages 
of the war in working a scheme for determining contract prices agreed 
with the Machine Tool Trades Association, owing to the ‘ ill conceived 
attitude’ of certain firms in refusing the permit costings. A new 
method had to be adopted. The latest scheme fixes ‘ provisional prices 
from 27th July 1940, on the basis, generally of 1935 prices plus 223%. 
The 1935 prices were chosen as a basis because that was a period neither 
of boom nor slump, when prices were competitive in a world sense. 
The 223% addition took into account the increases since 1935 both 
in costs and turnover, and the resultant prices were expected to keep 
jirm’s total profits slightly below the Excess Profits Tax Standards (my 
italics). These prices will be reviewed after examination, with the 
assistance and advice of a firm of professional accountants, of the 
trading accounts of supplies and consideration of the various factors 
affecting costs.’ ... ‘Your Committee were glad to receive the 
assurance of the Ministry that, notwithstanding the regrettable history 
of this matter, the industry has been successful in effecting a remarkable 
expansion without, so far as the Ministry’s present information goes, 
receiving unduly large profits.’ This application of a principle similar 
to that outlined by Mr. Kalecki seems to have met with an initial success, 
and it is clear that the continued success depends on careful prior 
determination of prices in order to keep expected profits just below 
standard level if output is maximised. 

2. Some aspects of costing raised by the Auditor General’s Report 
have already been discussed in the BULLETIN (Vol. 4, No. 7, p. 153) and 
it was concluded that (1) cost investigations should be interpreted in a 
much wider sense than appears to be the usual practice, (2) that the 
standardisation of the detailed forms should be carried as far as possible, 
(3) that the supply Ministries should be less reluctant to compel firms to 
allow cost investigation. There are however a number of other problems 
to be considered. The delay in Ministry of Supply ‘ post-costed’ con- 
tracts in actual payments varies from one month to a year after the 
order has been completed. The number of completed contracts where 
cost investigation had not been finished rose from 1,790 in April 1941 
to 3,637 in January 1942 (Report p. xxvi). In the previous Report 
the Auditor General had mentioned that the Treasury had agreed to an 
experimental scheme whereby contractor’s own auditors might furnish 
details of cost in a specific form. The Ministry of Supply stated that 


188 


the firms’ own auditors had been employed in 450 cases, but pointed out 
that the extension of the scheme was difficult as the firm’s own auditors 
were not always in a position to supply the information required and 
that there was an acute shortage of outside accountancy staff. It is not 
possible to say how far it is possible to ‘ dilute ’ accountancy staffs with 
workers, e.g. women, who have not had a full training in accountancy. 
It is obvious, however, that the overlapping of cost investigation which 
still appears to be quite common, should be eliminated. ‘ The principle 
snould be universally applied that a contractor’s costs should be in- 
vestigated by one Department only and the costing report of that 
investigator should be adopted by other Departments for which he may 
be working. This would also help to secure consistency of costing 
methods’ (Memorandum of the Association of British Chambers of 
Commerce). It is difficult to see, however, how this overlapping can be 
avoided so long as contracts are placed by the separate central depart- 
ments through main contractors to sub-contractors, and this problem 
can only be fully solved by the complete reconstitution of the Regional 
Boards. 

It would appear from the above that the whole problem of incentives 
for efficient and rapid output has, after over two and a half years of war, 
not received the full examination and solution which is required. In 
certain types of contracts the energies of the firm are turned, not to 
production but to securing its financial position after delivery has been 
made. ‘ The Government investigator spends much time in disallowing 
minor establishment changes, but is usually technically unqualified to 
assess the relative efficiency of current production as compared with 
previous periods, and the production of other Contractors . . .” (Mem- 
orandum of Association of British Chambers of Commerce). Certain 
immediate improvements can be achieved by e.g. ‘ tightening up ’ fixed 
price contracts, standardising costing methods etc. Such improvements, 
important in themselves, cover, however, only a limited field. For all 
round improvement it is first necessary to tackle costing, to train cust 
investigators to concentrate on the issue of production and to devote 
less time to minor financial issues. But as has already been suggested, 
costing can only be fully effective if the whole system of war production 
is put on a regional basis. 

G. D. N. Worswicx. 

1 cf. J. Steindl, Butietin Vol. 3, No. 12, pp. 272—8. 


DIARY 
CANTEENS AND RESTAURANTS 


The first impression of the working of the ‘ five-shilling maximum’ 
Order for restaurant meals is that little is altered. Restaurants which 
before the Order charged less than five shillings for a meal are unaffected, 
while those which used to charge, say, eight shillings for a meal now 
charge five shillings for food plus a house charge which may be more or 
less than the three shillings balance. The News Chronicle (June 16) 
reports that gross charges have been raised in some cases and lowered in 
others by the Order. This result is not surprising, and the only definite 
consequence is that some very expensive items, e.g. smoked salmon, 
may be taken off the menus, though it is by no means certain that 
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restaurants may not sell food at a loss if gross charges are sufficient to 
allow adequate profits. Thus, the News Chronicle quotes a statement 
of a prominent restaurateur that ‘ The full charge is the same as before. 
We shall save a little by cutting down the portions slightly. As it is, 
all our profit is now made on wine sales, not on food.’ It is true that 
‘house charges’ are subject to the approval of the Ministry of Food, but, 
in view of the wide variations, it is difficult to determine on what prin- 
ciples these charges are allowed. This particular attempt to carry out 
the Ministry of Food’s policy ‘ to look after food not in accordance with 
their (the people’s) ability to pay, but in accordance with their needs '* 
does not appear to be a move in any particular direction, or to have any 
particular purpose. 

There is no lack of evidence to show that for a sufficient price it is 
still possible to buy meals which are curiously incompatible with the 
principle of ‘ austerity,’ and this belief naturally gives rise to some irri- 
tation. It is argued that this irritation is unjustified on two grounds: 
(1) that the proportion of rationed meat supplies going to caterers is 
only 8%, (2) ‘that it is a little unfair to give the idea that this (the 
distribution of extra supplies for dinners) is confined to hotels and 
restaurants’? because of the importance of canteens and British 
Restaurants. Neither of these arguments is fully valid. First, the 8% 
of meat supplies is not negligible, and the proportion of unrationed foods, 
e.g. imported chicken, may well be much higher. Secondly, although 
canteens and British Restaurants are growing in number, the hotels 
and private restaurants are still very important, as is shown by the 
following Table. 


Number of Meals served each Week (millions). 


All catering establishments (including canteens) 1357 
of which 
Industrial Canteens (Category A)® 15 
Industrial Canteens (Category B)? 28 
British Restaurants? 2 
Total Canteens and British Restaurants 45 


Thus to the 45 million meals served weekly in Canteens 4; ‘! British 
Restaurants there correspond go million meals served in private ustablish- 
ments. 

It is clear both that the new restaurant Order does nothing to bring 
‘austerity ’ to the private catering establishment, and that the number 
of meals served in these places is very great. The majority of customers 
in private establishments do not need additional rations (such as are 
needed for heavy workers) and there seems no valid reason why ration 
coupons should not be cancelled for such meals to the extent that 
rationed items are consumed. 


1 Major Lloyd George, House of Commons, 3 March, 1942. 

® Major Lloyd George, House of Commons, 10 June, 1942. 

3 Major Lloyd George, House of Commons, 3 March, 1942. (A) canteens receive 
double the ordinary ration of catering establishments for cheese etc.; (B) canteens 
receive half as much again as the ordinary establishments. 350,000 meals are served 
a day in British Restaurants, i.e. in a six day week 2.1 million. 
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Foop SUBSIDIES AND THE Cost oF Livinc INDEX 


Expenditure on food in 1938 is estimated at {1,220 million. A rough 
Seer ai for 1941 gives {1,440+60 million,? an increase of about 
E yo 

An estimate may be made of the hypothetical expenditure on food in 
1941 if no subsidies had been paid, on the assumptions that demand is 
inelastic and that distributional margins would not have increased, 
simply by adding {125 million, the cost of price stabilisation in 1941 as 
given by the Chancellor of the Exchequer.* This is about 10% of the 
1938 expenditure, and the increase in total expenditure on food from 
1938 to 1941 without subsidies would have been 28% instead of 18% 
(with a similar margin of error in each number) ; or food expenditure in 
1941 would have been higher by about 9% than it actually was. 

It is difficult to evaluate the effect of subsidies on the official cost of 
living index (food items only). If, without subsidies, expenditure on 
food would have risen by about 9% the corresponding increase in the 
food index would tend to be higher for two reasons. 

Subsidies were concentrated on those foods that enter the cost of 
living index; thus the proportionate reduction in the smaller item 
(expenditure on foods included in the index) was larger than it would 
have been if subsidies had been paid on all foodstuffs. The effect of 
subsidies in reducing the food index may have been further increased if 
subsidies were mainly given as they are believed to have been on foods 
like meat and sugar which at present are overweighted in the official 
statistics. 

These factors cannot, however, be evaluated numerically and we can 
only say that without subsidies the cost of living index (food items only) 
would have been higher by at least 9% than it actually was, that is the 
index for food would be 183 instead of 168 on the average for 194T. 


AN INTERNATIONAL TEA POOL ? 


Sime the Japanese invasion of Malaya began, Indian tea prices for 
deliveries to markets other than U.K. have risen considerably. In 
January 1942 they were 70% above the mid-December level of 11 
annas, and in June they had been doubled. The arrival of more con- 
voys bringing war material to the Far Eastern Zone raised hopes that 
more shipping space would be available on the convoys returning to 
their ports of departure. In order to avoid scrambling for shipping 
space to outside markets, and to prevent further price increases, the 
Ministry of Food considered buying up the total output of Indian, Cey- 
lonese and East African tea plantations at a fixed price and redistri- 
buting the output to allied and neutral countries, possibly with the 
support of an inter-allied committee, according to national needs and 
existing transport facilities. Such a procedure would have set an 
example for international co-operation during war-time. However, 
difficulties seem to have arisen in realising the plan so that for the time 
being only exports to U.K. are sold at a fixed price based on the 1936—38 
average plus an allowance for increased costs. U.K.’s total contract 

1 White Paper (Cmd. 6261), £1,648 million, less Mr. Feaveryear’s estimate for 
tobacco brought up to 1938, and Mr. G. B. Wilson’s estimate for drink. ; 

2 BULLETIN Vol. 4, No. 6, p.135 ; 8% added for consumption by the Forces in 1941. 

3 Pudget Speech, April 14, 1942. 
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purchases for 1942 amount to 501 million Ib. of which—after redistribu- 
tion of the Dutch East Indies sales—315 million lb. come from India, 
166 million lb. from Ceylon and 20 million lb. from East Africa. The 
International Export Quota had been changed from 924% in 1940/41 
to 90% in February 1941, 95% in May, 100% in August, 110% in Octo- 
ber, and 125% in January 1942. With this strange inverse correlation 
between exports permitted and shipping space available—actual exports 
had fallen short even of the 924% quota—India is allowed to export 479 
million lb.and Ceylon 315 million lb. India can therefore sell in the free 
market 164 million Ib. and Ceylon 149 million lb., together 313 million Ib. 
equalling two-thirds of the quantities sold at controlled prices. In peace 
time North America imported 120 million lb., Oceania 55 million Ib. 
and African Allied territory 40 million lb., altogether 215 millionlb. Thus 
even if all exportable tea could be shipped, surplus stocks would remain. 
But exports to Oceania will certainly be reduced and shipments to other 
countries may a!so be restricted. U.K. has started to cut down tea 
consumption. The withdrawal of rations for children uuder 5 will save 
some 20 million lb. out of some 310 million Ib. personal rations. The 
reduction of rations for offices by 50% and the stricter control of tea 
rations by collecting the coupons may diminish consumption by another 
40—50 million lb. On the other hand, higher quantities may be shipped 
to oversea forces supplied by this country, and covered by U.K. con- 
tracts. 

With regard to production, the acreage under tea crops in Burma, 
equalling 7% of the Indian total, has been lost. 60% of the remaining 
tea acreage is situated in Assam, bordering on Burma, and 30% in 
Bengal. Taking into account Ceylon as well, the bulk of tea is grown 
in areas where military preparations and possibly open hostilities will 
impede work on the plantations. 

The five changes in the International Quota in the course of one year 
and the failure to achieve the effect expected from the higher qrota s— 
the curbing of price increases prove that the quota system has, “4; the 
time being, become more or less meaningless as a factor deciding produc- 
tion. Available shipping space, the military position and man-pcwer 
resources should be considered the main determinants in framing output 
policy. At the same time a balanced distribution of shipping for 
transport to the various countries, combined with price control, would 
prevent further unjustified price increases. The sooner the British 
Government scheme comes into operation the better. 


